International 
Marketing Information 
Series 


| 


os 


Foreign Economic Trends 
and Their Implications 
for the United States 


LUXEMBOURG 


September 1977 
Frequency: Annual 
Supersedes: 76-101 


Prepared By 
American Embassy 
Luxembourg 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





OOT = S96T *(TE/ZT 











€°OT L°6 6P°98T €6°TLT SO°SST JO se) xepur SsoTrq ASeuMsSUOD 
= - o*L 0°9 eh (%) &3eyY FUNOOSTG yueg TeUuOoTIeEN 
6°? S°8 00zZLz9 O008ZLS 0090ZLS (€) sztsodeq yueg 
L*=- €°6- 690S 06SS 9LTS SeAzesey zehpng 
$*z 9°PT Z988T TSP9T 90P9T 398d OTTQnd 
(Z) SHOIYd GNW ASNOW 
W W 7721 LE S zuewAoTdueun 
W W 992 9€Z 78s szezzo qofl peTtttsun 
6°9- 8°S- £0802 06022 800%Z Az}snpul [Tee3g UT srzeurzeq of6em 
L°t L°€- 00Ts9 OOLOL 000ZZ quewthoTdug TeTrz3zsnpul 
7 T°t 008SF 0089F OOESP e010q AOqeyT uT sreubTez0q 
0°T- v°I- OOLLPT O0066FT 0096PT uotzetndod eatzoe TezOL 
1 (seznbtz eynTosqe) LNAWAOTdWa 

“ (s3Tun ouezy) obem 
| 9°€T S°€T S°*LLT €°9ST p° LET Tetazsnpur ATanoy ebherz9ay 

(SUOL OTI3°W 000T) 
8°tI- GZ°T- 99SP VZ9P 8rPr9 uotzONnporg [989s epnizp 
€°e zee ZTEKZ 9PSEZ 70872 (JUezTINS) JUSUTZSeAULT SsoO1yH 
$°9T Per OV9ET 89T2T Leoot uotjdumsuop  3UuSeWUTeAOS 
€T Tes €vLbS O6€8P T9872P uotzdumsuo) e3eATId 
W 8 vSZ SEZ €SZ seotad quezino ‘dnd e3tdeo 10g 
S°t- € $z7909 6S88S 9Z€S9 seotid (0L6T) quezsuoo 3e AND 
Ww Tz vOTO6 TETPS 9TS06 seotad quezano 3e dN 
NOILONGOYd GNW AWOONI 

VL/SL + SL/9L SL/9L ae a oe hee 
ebueydy shberoay g ebueyd 9L6T SL6T VL6T 
sso Tbutueseyw = W 
09°8e = T$ ‘9LET 


£{8L°9€ = T$ ‘SLET 4S56°8E T¢ ‘PL6T 2:se3er SHueyoxe Tenuue sher9Ay 
(TI) pezes SSTMISYIO SseTUN sOUerg_ Hbanoquexny] UOTTTTW UT SENTRA TIW 





SUNOAWAXNI - SUOLWOIUNI DIWONODa ABM 








*SOzeUTISS TeTOTJJO ere VssoyR ‘uOTUM OTWOUCDg 
Hrznoquexny]-uethTeq ey} TOF e}ep TeTOTFFO SYR UT peuMSqns ere SOTASTIeIS Sper} HanoquiexnyT sy ( ») 


*SUOTANFTISUT FTpezTD pue shutTAes pue syuegq UT szTsOdep Jo TejI0L (¢) ~“FSFxXe 
ejep Azejzeuow szeiedes ou ‘Hinoquexny pue umtThTeq zoz ADuezANo petytun e st ezeu sw (Z) 


* (bznoquexn] ut Aepuez TebeT ostTe st YyOTYM) OUueAzy ueTHTeq SsYyR OF SeNTeA UT TeNbe st 


ouerzzy HanoquexnyT syuL *e}ep SY 3AORSTP PTNOM SAeTTOP ORUT sOUeAZ Hanoquiexny Jo uotszsauoo Aue 
zey} Os potzed ey Bbutanp ATjueoTIJTUbTS peTzeA |3eA SHhueyoxse AeTTOp-ouezz Hanoquiexny sus (T) 





?S930U}00g 


XNTq{ UOTTTTW 907 STeOUTWU pue ‘xXNTY UOTTITW LOZ STeTIezeEW OTIseTd ‘xnTqQ UOTTITW 91Z 
quoudtnbe Teotzz0eTS pue AzSeuTYyOeU ‘/xXNTJ UOTTITW L6E SOTTIX83:(9L6T) SN SYR WozzZ SsQZAzoduT uTeW 
°(%79) °“XNTa UOTITTU LSET Te}OU reYZO pue Te2e3S:(9/6T) SN S42 OF S3ZAz0dxe UTeW 





p°S- 8°9- 8E76- 8zTS- ETEL epezL JO souPTeg 
GE°- ~°Tt= oe es Le ( “ ) ezeUuS sn 
W .- 7° €6 G°*726 Leo (ebejueozed) ezeus Og 

ip 3 9°:L Z60CL 8SEL9 Z98L9 $3 20dur 
S°- OnE pe Rae er ( “ ) ezeYusS sn 
oe ES €°sl Z°9OL 0°9L (ebequeozed) ezeus og 

L°8- oT pS7E9 O0€7z9 6LTSL s310dxq 

(>) SZavaL NOTIauOd 

S°L<t STT 068 VID 60TZ snqtdang [e3OL 

6°9T tT 'St OSTZE 9S6LZ EvSETZ sein3ztpuedxg TezOL 

S°EeT 9°9T OLOEE OLE8Z Z69SZ szdtesey TeIOL 





ta5qnd LNAWNYXZAOS 





bL/SL + SL/9L SL/9L 
abueyoy ebereay gobueyo 9L6T  SL6T LET 





LUXEMBOURG 
SUMMARY 


Luxembourg's economy is highly integrated with its 
neighboring countries. Its major industries are 95% 
export-oriented and its trade is heavily concentrated 

with Germany, Belgium and France. Many years of continuous 
economic growth and political stability have given 
Luxembourg one of the highest standards of living in 

the European Common Market. 


Since 1975, the nation's key steel industry has suffered 
severely from the general, and particularly European 
steel industry slump. Luxembourg's other industries, 
primarily US multinationals, have overall regained pre- 
recession production levels,if not earlier profitabili- 
ty. An exception is synthetic fibers production which 
continues to suffer from depressed demand and low prices. 


The necessary re-structuring of the European steel 
industry will require reductions in the steel labor 

force. Luxembourg has traditionally had to import labor 
but now new jobs will have to be found to avoid un- 
employment. The Luxembourg Government's economic recovery 
and full employment program contains additional incentives 
to attract job-generating new industries and to encourage 
capital investment. 


Banking and related financial activities are the most 
dynamic area of the economy. Luxembourg has developed 
into an increasingly important international financial 
center with eighty-four foreign banks and total assets 
of $47 billion, of which 85% is in foreign currencies. 


Luxembourg remains a prosperous country with a steady 
appetite for quality products. Virtually all consumer 
goods are imported, offering attractive opportunities 

in the consumer field. The accelerated investment program 
of the steel industry and a proposed nuclear power plant 
present possibilities for US equipment and technology. 

A casino/conference center has been authorized by the 
government and proposals by interested investors are 
invited. 
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The Luxembourg economy is expected to grow at 2-3% in 
1977, below its normal performance but still a recovery 
from 1975's negative growth. Inflation has been on a 
downward trend since a peak of 10.7% in 1975 and should 
ease to 7.6% in 1977. 


CURRENT ECONOMIC SITUATION AND TRENDS 
REVIEW OF LUXEMBOURG TRADE 


The Grand Duchy of Luxembourg is fondly, and aptly, 
described in tourist literature as the "Green Heart of 
Europe". Its small size and central location within 
Western Europe account for long-standing support of 
European economic union and liberal trade policies. 
The presence of several Common Market institutions 
here is evidence of Luxembourg's European vocation. 
Luxembourg is a partner in the Belgian-Luxembourg 
Economic Union which provides for a common currency 
and monetary policy. 


Neighboring Germany, Belgium and France account for 
almost 67% of Luxembourg's exports and 86% of its 
imports. The Common Market as a whole accounts for 
78% of its exports and 93% of its imports. In 1976, 
imports from the United States were 2% (approx. $39.9 
million) and exports to the U.S. were 3.4% (approx. 
$54.4 million) of the Luxembourg totals. The main 
imports from the U.S. are textiles, machinery, 
electrical equipment and plastic materials. US-owned 
manufacturing plants in Luxembourg generate a 
continuous demand for American supplies. 


The purchase by the national airline LUXAIR of two 
Boeing 737s for delivery in late 1977 will appear in 
later statistics. The principal Luxembourg exports to the 
U.S. are steel: and metal products. These sales have 
fallen off sharply in recent years but recovered 

slightly in 1976 and again so far in 1977. 


Steel has traditionally generated well over 60% of 
Luxembourg's total exports (only 54% in 1976). Other 
principal exports include rubber tires, plastic products, 
artificial fibers, floor covering, machinery and electri- 
cal equipment. Luxembourg imports virtually all raw 
materials and semi-manufactures for its steel industry 
and other manufacturers, and the full spectrum of 
finished goods for home, office, government and com- 
mercial services. 
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CURRENT ECONOMIC SITUATION AND PRODUCTION 


A Gross National Product of over $2.3 billion and a per 
capita income of over $6,000 a year make Luxembourg 

an affluent nation, ranking only after Denmark and 
Germany and alongside Belgium within the Common Market. 
As a small, albeit dynamic trading country, Luxembourg 
is vitally dependent on the economic health of the 
major Western European economies and has virtually no 
influence over international economic events. 


The general recession in the industrialized world which 
began in 1974 struck the Luxembourg economy in 1975 

with extreme severity. Steel still dominates Luxembourg's 
economy (25% of GNP) and was a major victim of the sharp 
downturn in the construction and automobile industries 

in Europe. A 28.3% drop in steel output was the prime 
cause of a 7.7% fall in Luxembourg GNP in 1975. Although 
the former GNP level will be attained in 1977, the 

steel industry has yet to recover. 


A restructuring of the European Common Market steel 
industries is being developed which will reduce excess 
capacity (and employment) and modernize plantsfor 
greater competitiveness. The principal Luxembourg steel 
group - ARBED - has announced an acceleration of its 
investment program to assure full competitiveness as 
soon as possible. ARBED will invest $170 million in 
Luxembourg in 1977, more than double its investment 
schedule in recent years. Luxembourg's other steel 
company - MMRA - with 10% of total production, is ex- 
periencing financial difficulties and its future is 
uncertain. 


Fortunately, Luxembourg's industries apart from steel and 
the construction sector registered definite progress in 
1976, generally regaining production volume lost in 1975 
with a 10% growth rate. Prices for certain products, 
particularly synthetic fibers, have not, however, re- 
covered sufficiently for profitability. 


Luxembourg's services sector has shown steady develop- 
ment and has now surpassed industry in total employment 
(48% versus 46%). Although rail and river transporta- 
tion reflected reduced steel industry activity, air 
passenger and cargo traffic at Luxembourg's interna- 
tional airport registered healthy gains of 12% and 

25% respectively. Automobile sales rose about 11%. 

Retail stores showed sales growth in household goods 

and appliances (up 16.8%) and food and drink (up 11-14%), 
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although clothing and furniture sales dipped slightly. 


Tourism has essentially a summer season here and 
excellent weather in 1976 brought a record number of 
visitors to Luxembourg. The Luxembourg Government has 
recently authorized one gambling operation and a 
casino/hotel/conference center project is seen as a 
focal point for year-round tourism. 


Banking and related financial activities have exhibited 
spectacular growth. Total assets of banks and savings 
institutions here exceed $47 billion, of which 85% is 

in foreign currencies. This reflects the importance of 
the Eurobond market here which is denominated primarily 
in US dollars and German marks. Nine Luxembourg and 
eighty-four foreign banks comprise the international 
financial center, with German, American, Scandinavian, 
Swiss, French, Belgian, Japanese, Soviet,and other banks 
represented here. Banks and financial institutions 
employ over 6,000 workers, or 4.7% of total employment. 
Even more importantly, since the steel crisis the 
banking sector has become Luxembourg's number one tax- 
payer. The European Investment Bank, the financial 
institution of the Common Market, is also located here. 
Liberal holding company legislation was the basis for 
the development of an international financial center 

in Luxembourg and there are currently 4833 holding 
companies established here. Although holding companies 
now form a minor part of total financial activities, 

the Luxembourg Government views them as an integral 

part of local economic life and has tightened regulations 
and raised minimum capital requirements (to approximately 
$28,000). 


Luxembourg has a small but efficient agricultural sector 
which provides employment for 8900 or 6% of total. Most 
farmers are engaged in animal husbandry and the principal 
products are dairy and meat. As elsewhere in Europe the 
1976 drought affected the output of feed grains. 
Luxembourg's Moselle valley vineyards produce annually 
about 140,000 hectoliters of dry white wine and 60% is 
classified as quality wine. 


EMPLOYMENT, INFLATION, INVESTMENT AND PUBLIC FINANCES 


Luxembourg has a chronic labor shortage and approximate- 
ly 30% of the total labor force is foreign, primarily 
Portuguese and Italian as well as French, Belgian and 
German bordercrossers. Full employment has long been a 
national policy but not until 1975 was effort required 
to achieve this goal. Necessary reductions-in-force in 
the steel industry in the next few years will involve 
2500-4500 workers. All factors considered, the labor 














force in 1980 is expected to stabilize at the present 
level of 147,700. There might then be a labor surplus 
of 2700-4600 even granting the government's assumption 
of 2000 jobs created in the interim period. 


Luxembourg has not been immune to European increases in 
production costs due to wages and social benefits. Wage 
increases of 9.6% are expected in 1977 versus 8.5% in 
1976. 

Recent-year inflation rates -- 10.7%('75), 9.7%('76) 
and 7.6%('77) place Luxembourg toward the lower end of 
Common Market national inflation rates although above 
those of its major trading partner Germany. The down- 
ward trend of inflationary pressures is expected to 
continue. Control of inflation and its threat to competi- 
tiveness is a top priority. Reform of the local system 
of indexation should assist this effort. 


Gross domestic capital investment will show noticeable 
improvement in 1977, up 4.4% in volume and 13.2% in 
value, and constitute the main positive thrust in the 
economy. The Luxembourg Government will increase its 
already high 1976 level of investment as part of its 
economic stimulus program. Industrial investment is also 
expected to rise. Public housing construction will be 
increased 27% but even so total housing figures will 
show no gains. Public works projects will be boosted 

50% in 1977 versus 1975. 


Luxembourg's balance of trade shifted into deficit in 
1975 and will likely remain there until some recovery 

in steel prices and shipments. The Grand Duchy's overall 
balance of payments should remain in equilibrium or 
modest surplus thanks to the enormously successful inter- 
national financial operations here. The government budget 
managed small surpluses in 1975 and 1976 despite the 

cost of anti-unemployment measures. The slow rate of 
economic recovery and financial commitments in the 
government's new economic action plan may actually 
produce a deficit in 1977. Nonetheless, accumulated 
budget reserves and very low debt place Luxembourg in a 
favored financial position. 


OUTLOOK FOR 1977 AND GOVERNMENT ACTION PLAN 


The Luxembourg economy is expected to achieve a growth 
rate of 2-3% in 1977. This rate is modest compared to 
performance in the '60s and early '70s.but 1977 will 

mark the economy's full emergence from the trough of 
1975. Consumer spending remained strong throughout 1975 
and 1976 but will slow a bit to 2.5% growth in 1977 

owing to a reduction in disposable income and an expected 
tightening of consumer credit. 
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A tripartite conference of government, employer and 

labor union representatives produced a three-year action 
plan for economic stimulus and full employment. Principal 
measures include the creation of a National Society for 
Credit and Investment (SNCI), an immediate increase in 
tax credit on incremental investment, bans on overtime 
and on further immigration of foreign workers from out- 
side the Common Market, and special labor union and 
government cooperation with companies in difficulty. 


The SNCI will enable the government to seek new foreign 
investment more actively and to encourage expansion by 
established firms by means of increased incentives, as 
well as to assist in financing of exports. International 
competition for investment is keen but Luxembourg's 
enviable record of labor peace and political stability 
and its special community spirit should be major assets. 
The energetic action plan should maximize the chances for 
the Luxembourg economy but the key factor is an upswing 
in its neighbors, particularly West Germany. 


IMPLICATIONS FOR THE UNITED STATES AND U.S. INVESTMENT 
OPPORTUNITIES 


American companies already play a significant role in 
Luxembourg as manufacturers and employers. Such firms 

as Goodyear, Dupont, Monsanto and General Motors (Terex) 
have production facilities here. In addition, twelve U.S. 
banks have operations. 


U.S. direct investment in Luxembourg has an original 
value of approximately $375 million (and current market 
value of about $570 million). At a per capita. level of 
over $1000 this is believed to be the highest U.S. direct 
investment outside North America. Additional investment 
of $95 million is projected for 1977-'82 by U.S. companies 
established here. Prior to the recent recession and the 
recognition of structural problems in the steel industry, 
there was limited scope in Luxembourg for further major 
new industries. Now the need is real and the opportunity 
again available for firms seeking to locate in the.Common 
Market. The Luxembourg government, business community and 
labor unions are familiar with American ways and have 
always welcomed American industry. The Government offers 
tax and infrastructure (construction, equipment, etc.) 
incentives. 


Despite its size, Luxembourg's open trading policies, 

high standard of living and cosmopolitan buying habits 
make it an attractive market for selected US goods which 
should not be overlooked in a company's European marketing 
program. The steel industry's investment program, the 
proposed nuclear power plant and casino complex are among 
the possible areas for sales of US equipment, technology 
and services. 
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